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INDEPENDENT AUDITOR’S REPORT

The Honorable Mayor and
Members of the City Council
City of Castroville

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund and the aggregate remaining fund information of the City of Castroville, as of
and for the year ended September 30, 2013, and the related notes to the financial statements, which
collectively comprise the City’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

The City of Castroville’s management is responsible for the preparation and fair presentation of these
financial statements in accordance with accounting principles generally accepted in the United States of
America; this includes the design, implementation, and maintenance of internal control relevant to the
preparation and fair presentation of financial statements that are free from material misstatement,
whether due to fraud or error.

Auditor’s Responsibility
Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Governmental Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement.

An audit involves performing procedures to obtain evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on auditor’s judgment, including the assessment of
the risks of material misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.

941 West Byrd Blvd., Suite 101 ® Universal City, Texas 78148
Phone: 210-658-6229 ¢ Fax: 210-659-7611 ® Email: vaughan@avacpa.com ® www.avacpa.com
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Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, each major fund
and the aggregate remaining fund information of the City of Castroville, as of September 30, 2013, and
the respective changes in financial position and, where applicable, cash flows thereof for the year ended
in conformity with accounting principles generally accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that management’s
discussion and analysis, budgetary comparison information, and schedule of funding progress as
identified in the Table of Contents be presented to supplement the basic financial statements. Such
information, although not a part of the basic financial statements, is required by Governmental
Accounting Standards Board, who considers it to be an essential part of financial reporting for placing
the basic financial statements in an appropriate operational, economic, or historical context. We have
applied certain limited procedures to the required supplementary information in accordance with auditing
standards generally accepted in the United States of America, which consisted of inquiries of
management regarding the methods of preparing the information and comparing the information for
consistency with management’s response to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not express an opinion
or provide any assurance on the information because the limited procedures do not provide us with
sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audit was performed for the purpose of forming opinions on the financial statements that collectively
comprise the City of Castroville’s financial statements as a whole. The comparative statements and
combining statements are presented for purposes of additional analysis and are not a required part of the
financial statements. The comparative statements and combining statements are the responsibility of
management and were derived from and relate directly to the underlying accounting and other records
used to prepare the financial statements. The information has been subjected to the auditing procedures
applied in the audit of the financial statements and certain additional procedures, including comparing
and reconciling such information directly to the underlying accounting and other records used to prepare
the financial statements or to the financial statements themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America. In our opinion,
the information is fairly stated, in all material respects, in relation to the financial statements taken as a
whole.

4W, Vs § i, P

Armstrong, Vaughan & Associates, P.C.

January 15, 2014



MANAGEMENT’S DISCUSSION AND ANALYSIS

This section of the City of Castroville’s annual financial report presents our discussion and analysis of
the City’s financial performance during the fiscal year ended September 30, 2013. Please read it in
conjunction with the City’s financial statements, which follow this section.

FINANCIAL HIGHLIGHTS
o The assets and deferred outflows of the City exceeded its liabilities by $11,086,684 (total net

position) at September 30, 2013. Of this amount, $4,398,398 (unrestricted net position) may be
used to meet the City’s ongoing obligations to citizens and creditors.

e During the year, the City’s total net position increased by $1,009,090.

o As of September 30, 2013, the City’s governmental funds reported combined ending fund balances
of $1,407,113, an increase of $319,852 from the prior year.

OVERVIEW OF THE FINANCIAL STATEMENTS Figure A-1, Required Components of the
City’s Annual Financial Report

This annual report consists of three parts—management’s P

' .
discussion and analysis (this section), the basic financial statements,
and required supplementary information. — The basic financial |%uagement's Basic Required
statements include two kinds of statements that present different |Discucsion Financial Supplementary
views of the City: and Statements Information
Analysis
e The first two statements are government-wide financial
statements that provide both Jlong-term and short-term
information about the City’s overall financial status.
e The remaining statements are fund financial statements that | DU |
focus on individual parts of the government, reporting the '
City’s operations in more detail than the government-wide ||government-wide Fund Yotes
statements. sI:inancial AFinanciaI Zo the
ts Financial
Statements
o The governmental funds statements tell how general
government services were financed in the short term as well as

what remains for future spending.

e Proprietary fund statements offer short- and long-term Summary <:> Detail

financial information about the activities the government operates like businesses.

The financial statements also include notes that explain some of the information in the financial
statements and provide more detailed data. The statements are followed by a section of required
supplementary information that further explains and supports the information in the financial statements.
Figure A-1 shows how the required parts of this annual report are arranged and related to one another.



Fund Statements

Figure A-2. Major Features of the City's Government-wide and Fund Financial Statements

expenditures & changes
in fund balances

Type of Statements Government-wide Governmental Funds Proprietary Funds
Scope Entire City's government The activities of the city Activities the City
(except fiduciary funds) that are not proprietary or operates similar to private
and the City's component fiduciary businesses: water and sewer
units
Required financial * Statement of net position » Balance Sheet * Statement of net position
statements « Statement of activities * Statement of revenues, « Statement of revenues,

expenses & changes in
net position
Statement of cash flows

Accounting basis
and measurement

Accrual accounting and
economic resources focus

Modified accrual

accounting and current

Accrual accounting and
economic resources focus

is received or paid

expenditures when goods
or services have been
received and payment is
due during the year or
soon thereafter.

ocus financial resources focus
Type of All assets and liabilities, Only assets expected to All assets and liabilities,
asset/liabilitiy both financial and capital, be used up and liabilities both financial and capital,
information short-term and long-term that come due during the and short-term and long-
year or soon thereafter; term
no capital assets included
Type of All revenues and Revenues for which cash All revenues and expenses
inflow/outflow expenses during year, is received during or soon during year, regardless of
information regardless of when cash after the end of the year; when cash is received or

paid

Figure A-2 summarizes the major features of the City’s financial statements, including the portion of the
City government they cover and the types of information they contain. The remainder of this overview
section of management’s discussion and analysis explains the structure and contents of each of the
statements.

Government-Wide Statements

The government-wide financial statements are designed to provide readers with a broad overview of the
City’s finances.

The statement of net position presents information on all of the City’s assets, deferred outflows, deferred
inflows, and liabilities, with the difference reported as net position. Over time, increases or decreases in
net position may serve as a useful indicator of whether the financial position of the City is improving or
deteriorating.

The statement of activities presents information showing how the City's net position changed during the
most recent fiscal year. All changes in net position are reported as soon as the underlying event giving
rise to the change occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are
reported in this statement for some items that will only result in cash flows in future fiscal periods (e.g.,
uncollected taxes and earned but unused vacation leave).



Both of the government-wide financial statements distinguish functions of the City that are principally
supported by taxes and intergovernmental revenues (governmental activities) from other functions that
are intended to recover all or a significant portion of their costs through user fees and charges (business-
type activities). The governmental activities of the City include general administration, public safety,
public works and park maintenance. The business-type activities of the City include a Utility fund and an
Airport fund.

The government-wide financial statements include only the City itself (known as the primary
government).

The government-wide financial statements can be found on pages 12-14 of this report.
Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over resources that have been
segregated for specific activities or objectives. The City, like other state and local governments, uses
fund accounting to ensure and demonstrate compliance with finance-related legal requirements. The
funds of the City can be divided into two categories: governmental and proprietary.

Governmental funds: Governmental funds are used to account for essentially the same functions
reported as governmental activities in the government-wide financial statements. However, unlike the
government-wide financial statements, governmental fund financial statements focus on near-term
inflows and outflows of spendable resources, as well as on balances of spendable resources available at
the end of the fiscal year. Such information may be useful in evaluating a government's near-term
financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements. By doing
so, readers may better understand the long-term impact of the government's near-term financing
decisions. Both the governmental fund balance sheet and the governmental fund statement of revenues,
expenditures, and changes in fund balances provide a reconciliation to facilitate this comparison between
governmental funds and governmental activities.

The City maintains individual governmental funds. Information is presented separately in the
governmental fund balance sheet and in the governmental fund statement of revenues, expenditures, and
changes in fund balances for the general fund, which is considered to be a major fund. Data from the
other governmental funds are combined into a single, aggregated presentation. Individual fund data for
each of these non-major governmental funds is provided in the form of combining statements elsewhere
in this report.

The City adopts an annual appropriated budget for all governmental funds. A budgetary comparison
schedule has been provided as supplementary information to demonstrate compliance with the budget.

The basic governmental fund financial statements can be found on pages 15-18 of this report.

Proprietary funds: The City maintains one type of proprietary fund. Enterprise funds are used to report
the same functions presented as business-type activities in the government-wide financial statements.
The City uses enterprise funds to account for its Utility and Airport activities. Proprietary funds provide
the same type of information as the government-wide financial statements, only in more detail. The
proprietary fund financial statements provide separate information for the Utility fund, the Airport fund
and the Utility Capital Projects fund, all of which are considered to be major funds of the City.



The basic proprietary fund financial statements can be found on pages 19-22 of this report.

Notes to the basic financial statements: The notes provide additional information that is essential to a
full understanding of the data provided in the government-wide and fund financial statements. The notes
to the financial statements can be found on pages 23-43 of this report.

Other information: In addition to the basic financial statements and accompanying notes, this report
also presents certain required supplementary information concerning the City’s adopted budget and the
City’s progress in funding its obligation to provide pension benefits to its employees. The required
supplementary information related to the budget and pension benefits can be found on pages 44-47 of this
report.

The combining statements referred to earlier in connection with nonmajor governmental funds can be
found on pages 51-54 of this report.

FINANCIAL ANALYSIS OF THE CITY AS A WHOLE

As noted earlier, net position may serve over time as a useful indicator of a government's financial
position. In the case of the City, assets and deferred outflows exceeded liabilities by $11,086,684 at the
close of fiscal year 2013.

By far the largest portion of the City’s net position (57%) reflects its net investment in capital assets
(e.g., land, buildings, machinery and equipment and infrastructure), less any related debt used to acquire
those assets that is still outstanding. The City uses these capital assets to provide services to citizens;
consequently, these assets are not available for future spending. Although the City’s investment in its
capital assets is reported net of related debt, it should be noted that the resources needed to repay this
debt must be provided from other sources, since the capital assets themselves cannot be used to liquidate
these liabilities. The following table provides a summary of the City’s net assets at September 30, 2013.
(See Table A-1).

Table A-1
City's Net Position
Total
Governmental Business-Type Percentage Change
Activities Activities Total Based on Actual
2013 2012 2013 2012* 2013 2012 2013 -2012

Assets:
Current and Other Assets $ 1,627,128 $ 1,282,149 $ 3,944,510 $2,905,692 $ 5,571,638 $ 4,187,841 33.0
Capital Assets (net) 1,954,462 2,001,037 6,672,422 6,707,806 8,626,884 8,708,843 0.9)
Total Assets 3,581,590 3,283,186 10,616,932 9,613,498 14,198,522 12,896,684 10.1
Deferred Outflows:
Deferred Charge on Refunding 43,589 - 13,470 - 57,059 - 100.0
Total Deferred Outflows 43,589 - 13,470 - 57,059 - 100.0
Liabilities:
Current Liabilities 307,592 256,243 526,097 387,334 833,689 643,577 29.5
Long-Term Liabilities 1,499,549 1,516,647 835,659 658,866 2,335,208 2,175,513 7.3
Total Liabilities 1,807,141 1,772,890 1,361,756 1,046,200 3,168,897 2,819,090 12.4
Net Position:
Net Investment in

Capital Assets 386,922 392,542 5,906,777 5,949,910 6,293,699 6,342,452 (0.8)
Restricted 88,259 83,065 306,328 264,926 394,587 347,991 134
Unrestricted 1,342,857 1,034,689 3,055,541 2,352,462 4,398,398 3,387,151 29.9
Total Net Position $ 1,818,038 $ 1,510,296 $ 9,268,646 $ 8,567,298 $11,086,684 $10,077,594 10.0

*Restated to reflect prior period adjustment in Note M.



An additional portion of the City’s net position $394,587 (4%) represents resources that are subject to
external restrictions on how they may be used. The remaining balance of unrestricted net position of
$4,398,398 may be used to meet the government's ongoing obligations to citizens and creditors.

Change in Net Position: The City’s net position increased $1,009,090. (See Table A-2.)

Table A-2
Changes in City's Net Position

Governmental Business-Type Percentage
Activities Activities Total Change
2013 2012 2013 2012%* 2013 2012 2013 - 2012
Program Revenues:
Charges for Services $ 553,519 $ 557,986 $ 6,346,440 $ 6,443 911 $ 6,899,959 $ 7,001,897 (1.5)
Operating Grants and
Contrubutions 6,524 39,851 - - 6,524 39,851 (83.6)
Capital Grants and
Contrubutions 16,430 6,600 - - 16,430 6,600 148.9
General Revenues:
Taxes 1,471,711 1,477,532 - - 1,471,711 1,477,532 0.4)
Interest Earnings 7,468 15,261 8,037 22,689 15,505 37,950 (59.1)
Miscellaneous 58,471 27,724 - 13,072 58,471 40,796 433
TOTAL REVENUES 2,114,123 2,124,954 6,354,477 6,479,672 8,468,600 8,004,626 (1.6)
Progam Expenditures.
General Administration 737,814 718,536 - - 737,814 718,536 2.7
Public Safety 971,215 976,040 - - 971,215 976,040 0.5)
Public Transportation 285,159 291,701 - - 285,159 291,701 (2.2)
Culture and Recreation 537,938 510,072
Interest in Debt 107,969 83,988 - - 107,969 83,988 28.6
Utility - - 4,141,873 4,249,750 4,141,873 4,249,750 (2.5)
Airport - - 677,542 729,736 677,542 729,736 (7.2)
TOTAL EXPENSES 2,640,095 2,580,337 4,819,415 4,979,486 6,921,572 7,049,751 (1.8)
Increase (Decrease) in Net
Position before Transfers (525,972) (455,383) 1,535,062 1,500,186 1,009,090 1,044,803 3.4)
Transfers 833,714 783,620 (833,714) (783,620) - - 0.0
Increase (Decrease) in Net
Position after Transfers $ 307,742 $ 328,237 $ 701,348 $§ 716,566 $ 1,009,090 $ 1,044,803 (3.4)

*Restated to reflect prior period adjustment in Note M.

Graphic presentations of selected data from the summary tables follow to assist in the analysis of the
City’s activities for fiscal year 2013.

Governmental Activities
e Property taxes decreased $15,306 over the previous year.
e Sales taxes increased $21,600 over the previous year.
Governmental activities showed a decrease of $525,972 before transfers from business-type activities.

However, business-type activities transferred $833,714 to governmental activities resulting in an increase
in net position of $307,742.
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Business-type activities increased the City’s net position by $701,348 after transfers to governmental
activities of $833,714. This increase is largely attributed to the increase of utility rates and the drought
year.
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FINANCIAL ANALYSIS OF THE CITY’S FUNDS

As noted earlier, the City uses fund accounting to ensure and demonstrate compliance with finance-
related legal requirements.

Governmental funds

The focus of the City’s governmental funds is to provide information on near-term inflows, outflows, and
balances of spendable resources. Such information is useful in assessing the City’s financing
requirements. In particular, unreserved fund balance may serve as a useful measure of a government's net
resources available for spending at the end of the fiscal year.

As of the end of the current fiscal year, the City’s governmental funds reported combined ending fund
balances of $1,407,113. Of this total amount, $1,549 is nonspendable as it has already been spent on
prepaid items, $92,968 is restricted by constraints imposed by external providers such as grantors and
enabling legislation, $229,840 is committed and reported in special revenue and capital improvement
funds, and $1,082,756 is unassigned in the governmental funds. The unassigned fund balance is the
amount available for spending at the government's discretion.

The general fund is the chief operating fund of the City. At the end of the current fiscal year, the
unassigned fund balance of the general fund was $1,084,102. The City’s general fund balance showed an
increase of $199,688 during the year. This is attributed to increases in sales taxes and miscellaneous
revenues.

Proprietary funds

The City’s proprietary funds provide the same type of information found in the government-wide
financial statements, but in more detail.

The unrestricted net position of the Utility Fund at the end of the year amounted to $2,871,241. The
increase in net position was $764,901. This increase is attributable to an increase in utility rates and the
delay of expenses. Unrestricted net position of the Airport Fund at the end of the year amounted to
$184,244. The increase in net position was $6,371. Unrestricted net position of the Utility Capital
Projects Fund at the end of the year amounted to $76. The decrease in net position was $69,924. Other
factors concerning the finances of these two funds have already been addressed in the discussion of the
City’s business-type activities.

General Fund Budgetary Highlights

There were no differences between the original budget and the final budget. The general fund
expenditures were under budget by $317,907 as a result of cost containment.

CAPITAL ASSETS AND DEBT ADMINISTRATION
Capital Assets

As of September 30, 2013, the City had invested $8,626,884 in a broad range of capital assets, including
land, buildings and improvements, equipment and vehicles, and infrastructure (See Table A-3.). This
amount represents a net decrease (including additions and deductions) of $81,959 or 1% over last year.
More detailed information about the City’s capital assets is presented in the notes to the financial
statements.



Table A-3
City's Capital Assets
(in thousands dollars)

Total
Governmental Business-Type Percentage
Activities Activities Total Change
2013 2012 2013 2012* 2013 2012* 2013 -2012
Land $ 105 § 105 279 $ 279 384 $ 384 0.0
Construction in Progress - - 205 17 205 17 1105.9
Water Rights - - 112 112
Buildings and Improvements 526 526 2,708 2,708 3,234 3,234 0.0
Vehicles and Equipment 715 677 1,065 938 1,780 1,615 10.2
Infrastructure 1,814 1,814 8,732 8,732 10,546 10,546 0.0
Totals at Historical Cost 3,160 3,122 13,101 12,786 16,261 15,908 2.2
Total Accumulated Depreciation (1,206) (1,122) (6,428) (6,077) (7,634) (7,199) 6.0
Net Capital Assets $§ 1,954 § 2,000 $§ 6,673 $ 6,709 $ 8,627 $§ 8,709 (0.9)

*Restated to reflect prior period adjustment in Note M.

Long Term Debt

At year-end the City had $2,429,958 in bonds and notes outstanding as shown in Table A-4. More
detailed information about the City’s debt is presented in the notes to the financial statements.

Table A-4

City's Long-Term Debt
(in thousands dollars)

Total
Governmental Business-Type Percentage
Activities Activities Total Change
2013 2012 2013 2012 2013 2012 2013 -2012
Certificates of Obligation $ - $ 1,574 - § 291 $ - $ 1,865 (100.0)
Bonds Payable 1,540 - 475 230 2,015 230 776.1
Tax Notes - 34 - - - 34 (100.0)
Notes Payable - - 389 164 389 164 137.2
Capital Lease - - 25 73 25 73 (65.8)
Total Long-Term Debt $ 1,540 § 1,608 889 § 758 $ 2429 § 2366 2.7

ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS AND RATES

* New development and new home construction is projected to increase, at a slightly faster pace

than the previous fiscal year.

= Utility rate increases were included in the FY 14 budget for electric, water, wastewater, and for

the gas utility.

* The City’s S&P rating will be upgraded to AA Stable.

CONTACTING THE CITY’S FINANCIAL MANAGEMENT

This financial report is designed to provide a general overview of the City’s finances for all those with an
interest in the government's finances. Questions concerning any of the information provided in this
report or requests for additional financial information should be addressed to the Administrative Services

Department, 1209 Fiorella, Castroville, Texas, 78009. Telephone No. (830) 931-4070.



CITY OF CASTROVILLE
ANNUAL FINANCIAL REPORT
YEAR ENDED SEPTEMBER 30, 2013

BASIC FINANCIAL STATEMENTS

The basic financial statements include integrated sets of financial statements as required by the
GASB. The sets of statements include:

e Government — Wide Financial Statements
e Fund Financial Statements:

- Governmental Funds

- Proprietary Funds

In addition, the notes to the financial statements are included to provide information that is
essential to a user’s understanding of the basic financial statements.
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ASSETS
Cash and Investments
Receivables (net of allowances
for uncollectibles)
Ad Valorem Taxes
Other
Prepaid Items
Inventory
Internal Balances
Restricted Assets:
Cash and Investments
Capital Assets:
Land
Construction in Progress
Water Rights
Building and Improvements
Vehicles and Equipment
Infrastructure
Accumulated Depreciation
TOTAL ASSETS

CITY OF CASTROVILLE

STATEMENT OF NET POSITION

SEPTEMBER 30, 2013

Primary Government

DEFERRED OUTFLOW OF RESOURCES

Deferred Charge on Refunding

TOTAL DEFERRED OUTFLOWS

LIABILITIES
Current Liabilities:
Accounts Payable
Accrued Expenses
Accrued Interest Payable
Payable from Restricted Assets:
Customer Deposits
Noncurrent Liabilities:
Due within One Year
Due in more than One Year
TOTAL LIABILITIES

NET POSITION
Net Investment in Capital Assets
Restricted
Unrestricted
TOTAL NET POSITION

Governmental Business-Type
Activities Activities Total
$ 1,437,523 § 2,686,352 $§ 4,123,875
10,195 - 10,195
120,686 989,347 1,110,033
1,549 2,274 3,823
- 89,967 89,967
57,175 (57,175) -
- 233,745 233,745
105,330 278,522 383,852
- 205,242 205,242
- 112,386 112,386
526,181 2,707,515 3,233,696
715,010 1,064,924 1,779,934
1,814,385 8,731,941 10,546,326
(1,206,444) (6,428,108) (7,634,552)

3,581,590 10,616,932 14,198,522
43,589 13,470 57,059
43,589 13,470 57,059
86,155 291,730 377,885
72,931 - 72,931
6,245 3,609 9,854
- 141,840 141,840
142,261 88,918 231,179
1,499,549 835,659 2,335,208
1,807,141 1,361,756 3,168,897
386,922 5,906,777 6,293,699
88,259 306,328 394,587
1,342,857 3,055,541 4,398,398
§ 1.818,038 _§ 9268646 _$ 11,086,684

See accompanying notes to basic financial statements.
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CITY OF CASTROVILLE
STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED SEPTEMBER 30, 2013

Program Revenues

Operating Capital
Charges for Grants and Grants and
Functions and Programs Expenses Services Contributions Contributions
Primary Government:
Governmental Activities:
General Administration $ 737,814 $ 33,549 $ - $ 16,430
Public Safety 971,215 232,864 - -
Public Transportation 285,159 107,947 - -
Culture and Recreation 537,938 179,159 6,524 -
Interest on Long-term Debt 107,969 - - -
Total Governmental Activities 2,640,095 553,519 6,524 16,430
Business-Type Activities
Utility 4,141,873 5,663,549 - -
Airport 677,542 682,891 - -
Total Business-Type Activities 4,819,415 6,346,440 - -
Total Primary Government $ 7.459.510 $ 6.899.959 $ 6,524 $ 16.430

General Revenues:
Taxes
Ad Valorem Taxes
Sales Taxes
Franchise Taxes
Other Taxes
Interest and Investment Earnings
Miscellaneous
Total General Revenues

Transfers

Change in Net Position
Net Position at Beginning of Year
Prior Period Adjustment

Net Position at End of Year

See accompanying notes to basic financial statements.
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Net (Expense) Revenue and Changes in Net Position

Primary Government

Governmental Business-Type
Activities Activities Total

$ (687,835) $ - (687,835)
(738,351) - (738,351)
(177,212) - (177,212)
(352,255) - (352,255)
(107,969) - (107,969)
(2,063,622) - (2,063,622)

- 1,521,676 1,521,676

- 5,349 5,349

- 1,527,025 1,527,025
(2,063,622) 1,527,025 (536,597)

762,508 - 762,508

651,512 - 651,512

17,303 - 17,303

40,388 - 40,388

7,468 8,037 15,505

58,471 - 58,471

1,537,650 8,037 1,545,687

833,714 (833,714) -

307,742 701,348 1,009,090

1,510,296 8,550,409 10,060,705

- 16,889 16,889

$ 1.818.038 $ 9.268.646 $ 11.086.684
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CITY OF CASTROVILLE
BALANCE SHEET - GOVERNMENTAL FUNDS
SEPTEMBER 30, 2013

Major Fund Other Nonmajor Total
General Governmental Governmental
Fund Funds Funds
ASSETS
Cash and Investments $ 1,183,424 $ 254,099 $ 1,437,523
Receivables (net of allowance):
Property Taxes 8,659 1,536 10,195
Other Receivables 113,205 7,481 120,686
Due from Other Funds 58,278 82,194 140,472
Prepaid Items 1,549 - 1,549
TOTAL ASSETS $ 1,365,115 $ 345310 _$ 1,710,425
LIABILITIES AND FUND BALANCES
Liabilities:
Accounts Payable $ 83,455 $ 2,700 $ 86,155
Accrued Expenditures 72,931 - 72,931
Due to Other Funds 63,685 19,612 83,297
Unearned Revenues 59,393 1,536 60,929
TOTAL LIABILITIES 279,464 23,848 303,312
Fund Balances:
Nonspendable 1,549 - 1,549
Restricted - 92,968 92,968
Committed - 229,840 229,840
Unassigned 1,084,102 (1,346) 1,082,756
Total Fund Balances 1,085,651 321,462 1,407,113
TOTAL LIABILITIES &
FUND BALANCES $ 1,365,115 $ 345310  _$ 1,710,425

See accompanying notes to basic financial statements.
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CITY OF CASTROVILLE
RECONCILIATION OF THE GOVERNMENTAL FUNDS
BALANCE SHEET TO THE STATEMENT OF NET POSITION
SEPTEMBER 30, 2013

TOTAL FUND BALANCE - TOTAL GOVERNMENTAL FUNDS
Amounts reported for governmental activities in the Statement of Net Position
are different because:

Capital Assets used in governmental activities are not financial resources and,
therefore, are not reported in the funds.

Other long-term assets are not available to pay for current period expenditures
and, therefore, are deferred in the funds.

Long-term liabilities, including bonds payable, are not due and payable in the
current period and, therefore, not reported in the funds.

Accrued Vacation Leave Payable (30,681)
Deferred Charge on Refunding 43,589
Bonds Payable (1,611,129)

Accrued interest payable on long-term-bonds is not due and payable in the
current period and, therefore, not reported in the funds.

TOTAL NET POSITION - GOVERNMENTAL ACTIVITIES

See accompanying notes to basic financial statements.
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CITY OF CASTROVILLE
STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES — GOVERNMENTAL FUNDS
FOR THE YEAR ENDED SEPTEMBER 30, 2013

Major Fund Other Nonmajor Total
General Governmental Governmental
Fund Funds Funds
REVENUES
Ad Valorem Taxes $ 661,846 $ 100,662 $ 762,508
Sales Taxes 649,318 - 649,318
Franchise Fees 17,303 - 17,303
Other Taxes 2,486 37,902 40,388
Licenses and Permits 26,948 - 26,948
Charges for Services 185,761 117,839 303,600
Fines and Forfeitures 222971 - 222,971
Intergovernmental Revenue 16,430 6,524 22,954
Interest Income 3,277 4,192 7,469
Miscellaneous 39,402 19,069 58,471
TOTAL REVENUES 1,825,742 286,188 2,111,930
EXPENDITURES
Current:
General Administration 665,914 31,980 697,894
Public Safety
Animal Control 61,810 - 61,810
Code Enforcement 125,686 - 125,686
Municipal Court 87,149 20,317 107,466
Police Department 667,571 8,784 676,355
Public Transportation
Streets 246,676 55 246,731
Culture and Recreation
Library 195,803 6,596 202,399
Parks 232,142 - 232,142
Pool 91,608 - 91,608
Capital Outlay 30,077 - 30,077
Debt Service:
Principal - 69,555 69,555
Interest and Fiscal Charges - 47,710 47,710
Bond Issue Costs - 65,867 65,867
TOTAL EXPENDITURES 2,404,436 250,864 2,655,300
Excess (Deficiency) of Revenues
Over (Under) Expenditures (578,694) 35,324 (543,370)
OTHER FINANCING SOURCES (USES)
Transfers In 823,875 91,072 914,947
Transfers Out (45,493) (35,740) (81,233)
Proceeds from Refunding Bonds - 1,543,940 1,543,940
Premiums on Bonded Debt - 76,450 76,450
Payment to Refunding Bond Escrow Agent - (1,590,882) (1,590,882)
TOTAL OTHER FINANCING
SOURCES (USES) 778,382 84,840 863,222
Net Change in Fund Balance 199,688 120,164 319,852
Fund Balances at Beginning of Year 885,963 201,298 1,087,261
Fund Balances at End of Year $ 1,085,651 $ 321,462 $ 1,407,113

See accompanying notes to basic financial statements.
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CITY OF CASTROVILLE
RECONCILIATION OF THE STATEMENT OF REVENUES,
EXPENDITURES, AND CHANGES IN FUND BALANCES OF
GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED SEPTEMBER 30, 2013

NET CHANGE IN FUND BALANCES - GOVERNMENTAL FUNDS

Amounts reported for governmental activities in the Statement of Activities
are different because:

Governmental funds report capital outlays as expenditures. However, in the
statement of activities the cost of those assets is allocated over their estimated
useful lives and reported as depreciation expense. This is the amount by which
depreciation exceeded capital outlays.

Revenues in the Statement of Activities that do not provide current financial
resources are not reported as revenues in the funds.

The issuance of long-term debt (e.g. bonds, leases,) provides current financial

resources to governmental funds, which the repayment of the principal of

long-term debt consumes the current financial resources of the governmental

funds. Neither transaction, however, has any affect on net position. This amount

is the net effect of these differences in the treatment of long-term debt and related

items.
Proceeds of Refunding Bonds (including premiums) (1,620,390)
Principal Repayments on Bonds 69,555
Payment to Refunding Bond Agent 1,590,882
Amortization of Deferred Charges & Premiums (29,543)

Some expenses reported in the Statement of Activities do not require the use of
current financial resources and, therefore, are not reported as expenditures in
governmental funds.
Change in Compensated Absences 17,071
Change in Accrued Interest 4,696

$ 319,852

(46,575)

2,194

10,504

21,767

CHANGE IN NET POSITION - GOVERNMENTAL ACTIVITIES

See accompanying notes to basic financial statements.
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CITY OF CASTROVILLE

STATEMENT OF NET POSITION — PROPRIETARY FUND

SEPTEMBER 30, 2013

ASSETS

Current Assets:
Cash and Investments
Receivables (net of allowance)
Due from Other Funds
Advance to Other Funds
Prepaid Items
Inventory

Total Current Assets

Restricted Assets:
Cash and Cash Equivalents

Non-Current Assets:
Capital Assets, Net of Accumulated Depreciation
Total Non-Current Assets

TOTAL ASSETS

DEFERRED OUTFLOW OF RESOURCES
Deferred Charge on Refunding
TOTAL DEFERRED OUTFLOWS

LIABILITIES
Current Liabilities:
Accounts Payable
Accrued Interest Payable
Due to Other Funds
Advance from Other Funds
Current Portion of Capital Lease
Current Portion of Long Term Debt
Total Current Liabilities

Liabilities Payable from Restricted Assets:
Customer Deposits

Non-Current Liabilities:
Compensated Absences
Long-Term Debt

Total Non-Current Liabilities

TOTAL LIABILITIES

NET POSITION
Net Investment in Capital Assets
Restricted
Unrestricted
TOTAL NET POSITION

See accompanying notes to basic financial statements.

ENTERPRISE FUNDS
Major Fund Major Fund Major Fund
Utility Airport Utility Capital
Fund Fund Projects Fund Totals
$ 2,417,107 $ 213,184 56,061 $ 2,686,352
935,972 53,375 - 989,347
53,255 - - 53,255
10,140 - - 10,140
2,274 - - 2,274
68,541 21,426 - 89,967
3,487,289 287,985 56,061 3,831,335
157,108 - 76,637 233,745
2,739,057 3,891,550 41,815 6,672,422
2,739,057 3,891,550 41,815 6,672,422
6,383,454 4,179,535 174,513 10,737,502
6,938 6,532 - 13,470
6,938 6,532 - 13,470
286,113 5,617 - 291,730
1,027 2,582 - 3,609
25,792 84,638 - 110,430
- 10,140 - 10,140
25,046 - - 25,046
23,369 40,503 - 63,872
361,347 143,480 - 504,827
141,840 - - 141,840
12,056 764 - 12,820
263,366 315,036 244,437 822,839
275,422 315,800 244,437 835,659
778,609 459,280 244,437 1,482,326
2,434,214 3,542,563 (70,000) 5,906,777
306,328 - - 306,328
2,871,241 184,224 76 3,055,541
$ 5,611,783 $ 3,726,787 (69.924) _$ 9,268,646
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CITY OF CASTROVILLE
STATEMENT OF REVENUES, EXPENSES AND
CHANGES IN FUND NET POSITION
PROPRIETARY FUND
FOR THE YEAR ENDED SEPTEMBER 30, 2013

ENTERPRISE FUNDS
Major Fund Major Fund Major Fund
Utility Airport Utility Capital
Fund Fund Projects Fund Totals
OPERATING REVENUES
Charges for Services $ 5,560,563 $ 638,540 $ - $ 6,199,103
Fines and Forfeitures 74,179 223 - 74,402
Operating Grants - 44,128 - 44,128
Miscellaneous Revenues 28,807 - - 28,807
TOTAL OPERATING REVENUES 5,663,549 682,891 - 6,346,440
OPERATING EXPENSES
Personnel Services 614,992 52,516 - 667,508
Supplies 11,887 1,346 - 13,233
Other Services and Charges 805,152 466,380 26 1,271,558
Electric Purchases 1,830,565 - - 1,830,565
Gas Purchases 194,384 - - 194,384
Sanitation Services 375,475 - - 375,475
Depreciation and Amortization 226,074 124,664 - 350,738
TOTAL OPERATING EXPENSES 4,058,529 644,906 26 4,703,461
OPERATING INCOME (LOSS) 1,605,020 37,985 (26) 1,642,979
NONOPERATING REVENUES (EXPENSES)
Interest Income 6,913 1,022 102 8,037
Interest and Fiscal Charges (13,318) (32,636) (70,000) (115,954)
TOTAL NONOPERATING REVENUES (EXPENSES (6,405) (31,614) (69,898) (107,917)
Net Income (Loss) Before Transfers 1,598,615 6,371 (69,924) 1,535,062
Transfers Out (833,714) - - (833,714)
CHANGE IN NET POSITION 764,901 6,371 (69,924) 701,348
NET POSITION AT BEGINNING OF YEAR 4,846,882 3,703,527 - 8,550,409
Prior Period Adjustment - 16,889 - 16,889
NET POSITION AT END OF YEAR $ 5,611,783 $ 3.726,787 $ (69.924) _§ 9.268.646

See accompanying notes to basic financial statements.
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CITY OF CASTROVILLE
STATEMENT OF CASH FLOWS - PROPRIETARY FUND

FOR THE YEAR ENDED SEPTEMBER 30, 2013

ENTERPRISE FUNDS
Major Fund Major Fund Major Fund
Utility Airport Utility Capital
Fund Fund Projects Fund Totals
Cash Flows From Operating Activities:

Cash Received From Customers $ 5,636,729 679,634 - $ 6,316,363

Cash Paid to Employee Wages & Benefits (614,992) (52,516) - (667,508)

Cash Paid to Suppliers for Goods and Services (3,028,513) (489,124) (26) (3,517,663)
Net Cash Provided (Used) by Operating Activities 1,993,224 137,994 (26) 2,131,192

Cash Flows From Noncapital Financing Activities:

Interfund Payables (5,290) (9,299) - (14,589)

Transfer (to) from Other Funds (833,714) - - (833,714)
Net Cash Provided (Used) by Noncapital Financing
Activities (839,004) (9,299) - (848,303)

Cash Flows From Capital and Related Financing Activities:

Acquisition and Construction of Capital Assets (169,984) (103,555) (41,815) (315,354)

Proceeds from Refunding Bonds 288,229 211,457 - 499,686

Payments to Refunding Escrow Agent (283,532) (207,035) - (490,567)

Proceeds from Issuance of Long-Term Debt - - 244,437 244,437

Principal Payments on Long-Term Debt (63,508) (49,008) - (112,516)

Interest and Fiscal Charges (Paid) Received 2,976 (10,402) - (7,426)

Bond Issue Costs (10,485) (9,871) (70,000) (90,356)
Net Cash Provided (Used) by Capital and Related
Financing Activities (236,304) (168,414) 132,622 (272,096)

Cash Flows From Investing Activities:

Investment Interest Received 6,913 1,022 102 8,037
Net Cash Provided (Used) by Investing Activities 6,913 1,022 102 8,037
Net Increase (Decrease) in Cash
and Cash Equivalents 924,829 (38,697) 132,698 1,018,830

Cash and Investments at Beginning of Year:
Cash and Investments 1,501,079 251,881 - 1,752,960
Restricted Cash and Investments 148,307 - - 148,307
1,649,386 251,881 - 1,901,267

Cash and Investments at End of Year:

Cash and Investments 2,417,107 213,184 56,061 2,686,352
Restricted Cash and Investments 157,108 - 76,637 233,745
$ 2,574,215 213,184 132,698 $ 2,920,097

See accompanying notes to basic financial statements.
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CITY OF CASTROVILLE

STATEMENT OF CASH FLOWS - PROPRIETARY FUND (CONTINUED)
FOR THE YEAR ENDED SEPTEMBER 30, 2013

ENTERPRISE FUNDS
Major Fund Major Fund Major Fund
Utility Airport Utility Capital
Fund Fund Projects Fund Totals
Reconciliation of Operating Income to Net Cash
Provided (Used) by Operating Activities:
Operating Income (Loss) $ 1,605,020 $ 37,985 $ 26) $ 1,642,979
Adjustments to Reconcile Operating Income to Net Cash
Provided (Used) by Operating Activities:
Depreciation 226,074 124,664 - 350,738
(Increase) Decrease in Operating Assets:
Accounts Receivable (33,032) (1,480) - (34,512)
Prepaid Items 30,531 - - 30,531
Inventory (37,924) 16,847 - (21,077)
Increase (Decrease) in Current Liabilities:
Accounts Payable 196,343 (38,245) - 158,098
Deferred Revenue - 1,777) - 1,777)
Customer Deposits 6,212 - - 6,212
Total Adjustments to Reconcile
Operating Activities 388,204 100,009 - 488,213
Net Cash Provided (Used) by
Operating Activities $ 1,993,224 $ 137994 S (26) _$ 2,131,192

See accompanying notes to basic financial statements.
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CITY OF CASTROVILLE
NOTES TO BASIC FINANCIAL STATEMENTS
SEPTEMBER 30, 2013

NOTE A -- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The City of Castroville, Texas (“City”), was incorporated in 1948. The City operates under a general
law, Manager-Council type of government, and provides the following services: public safety (law
enforcement), public transportation (streets), health, culture, recreation, water, sewer, electricity, natural
gas, sanitation, and general administrative services.

The financial statements of the City have been prepared in conformity with generally accepted
accounting principles (GAAP) as applied to government units. The Governmental Accounting Standards
Board (GASB) is the accepted standard setting body for establishing governmental accounting and
financial reporting principles. Proprietary type funds apply all applicable GASB pronouncements as well
as Financial Accounting Standards Board (FASB) Statements and Interpretations, APB Opinions, and
ARB pronouncements issued on or before November 30, 1989, unless those pronouncements conflict
with or contradict GASB pronouncements.

1.  REPORTING ENTITY

In evaluating how to define the City for financial reporting purposes, management has considered
all potential component units. The decision to include a potential component unit in the
reporting entity was made by applying the criteria set forth in GAAP. The basic, but not the
only, criterion for including a potential component unit within the reporting entity is the
governing body’s ability to exercise oversight responsibility. The most significant manifestation
of this ability is financial interdependency. Other manifestations of the ability to exercise
oversight responsibility include, but are not limited to, the selection of the governing authority,
the designation of management, the ability to significantly influence operations, and
accountability for fiscal matters. The other criterion used to evaluate potential component units
for inclusion or exclusion from the reporting entity is the existence of special financing
relationships, regardless of whether the City is able to exercise oversight responsibilities. Based
upon the application of these criteria, the City has no component units.

2. GOVERNMENT-WIDE AND FUND FINANCIAL STATEMENTS

The government-wide financial statements include the statement of net position and the
statement of activities. Government-wide statements report information on all of the activities of
the City. The effect of interfund transfers has been removed from the government-wide
statements but continues to be reflected on the fund statements. Governmental activities are
supported mainly by taxes and intergovernmental revenues. Business-type activities are financed
in whole or in part by fees charged to external parties for goods and services.

The statement of activities reflects the degree to which the direct expenses of a given function or
segments are offset by program revenues. Direct expenses are those that are clearly identifiable
with a specific function. Program revenues include 1) charges to customers or applicants who
purchase, use or directly benefit from goods, services or privileges provided by a given function
and 2) grants and contributions that are restricted to meeting the operational or capital
requirements of a particular function or segment. Taxes and other items not properly included in
program revenues are reported as general revenues.
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CITY OF CASTROVILLE
NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)
SEPTEMBER 30, 2013

NOTE A -- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

3.

MEASUREMENT FOCUS, BASIS OF ACCOUNTING, AND FINANCIAL STATEMENT
PRESENTATION

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting. This measurement focus is also used for
the proprietary fund financial statements. Revenues are recorded when earned and expenses are
recorded when a liability is incurred, regardless of the timing of related cash flows. Revenue
types which have been accrued consist of revenue from the investments, intergovernmental
revenue and charges for services. Grants are recognized as revenue when all applicable
eligibility requirements imposed by the provider are met.

Revenues are classified as program revenues and general revenues. Program revenues include
1) charges to customers or applicants for goods, services, or privileges provided, 2) operating
grants and contributions, and 3) capital grants and contributions. General revenues include all
taxes, grants not restricted to specific programs, investment earnings, and other miscellaneous
revenues.

Governmental fund level financial statements are reported using current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as
soon as they are both measurable and available. Revenues are considered available when they
are collectible within the current period or soon enough thereafter to pay liabilities of the current
period. For this purpose, the City considers revenue to be available if collected within 30 days of
the end of the current fiscal period.

Property taxes, franchise taxes, sales tax, occupancy tax, and interest associated with the current
fiscal period are all considered to be susceptible to accrual and so have been recognized as
revenue of the current fiscal period. All other revenue items are considered to be measurable and
available only when cash is received by the City.

Expenditures generally are recorded when a fund liability is incurred; however, debt service
expenditures, as well as expenditures related to compensated absences and claims and judgments,
are recorded only when the liability has matured and payment is due.

The City reports the following major governmental funds:

The General Fund is the general operating fund of the City and is always classified as a major
fund. The General Fund is used to account for all financial resources except those required to be
accounted for in another fund. Major revenue sources include property and sales taxes, charges
for services, intergovernmental revenues and investment of idle funds. Primary expenditures are
for general administration, public safety, public transportation, culture and recreation, capital
acquisition, and debt service.

Proprietary fund level financial statements are used to account for activities, which are similar
to those often found in the private sector. The measurement focus is upon determination of net
income, financial position and cash flows.
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CITY OF CASTROVILLE
NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)
SEPTEMBER 30, 2013

NOTE A -- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

3.

MEASUREMENT FOCUS, BASIS OF ACCOUNTING, AND FINANCIAL STATEMENT
PRESENTATION (Continued)

Proprietary Funds are accounted for using the accrual basis of accounting as follows:

1. Revenues are recognized when earned, and expenses are recognized when the liabilities are
incurred.

2. Current-year contributions, administrative expenses and benefit payments, which are not
received or paid until the subsequent year, are accrued.

Proprietary funds distinguish operating revenues and expenses from non-operating. Operating
revenues and expenses generally result from providing services and producing and delivering
goods in connection with a proprietary fund’s principal ongoing operations.

The City reports the following major proprietary funds:

The Utility Fund accounts for the activities of the City’s water, sewer, gas and electric
operations.

The Airport Fund accounts for the activities of the City’s airport operations.

Utility Capital Projects Fund accounts for improvement projects to the City’s water and sewer
system.

CASH AND CASH EQUIVALENTS

Cash and cash equivalents include cash deposits and investments with a maturity date within
three (3) months of the date acquired by the City.

INVESTMENTS

State statutes authorize the City to invest in (a) obligations of the United States or its agencies
and instrumentalities; (b) direct obligations of the State of Texas or its agencies; (c) other
obligations, the principal and interest of which are unconditionally guaranteed or insured by the
State of Texas or the United States; (d) obligations of states, agencies, counties, cities, and other
political subdivisions of any state having been rated as to investment quality by a nationally
recognized investment rating firm and having received a rating of not less than A or its
equivalent; (e) certificates of deposit by state and national banks domiciled in this state that are
(i) guaranteed or insured by the Federal Deposit Insurance Corporation, or its successor; or, (ii)
secured by obligations that are described by (a) - (d). Statutes also allow investing in local
government investment pools organized and rated in accordance with the Interlocal Cooperation
Act, whose assets consist exclusively of the obligations of the United States or its agencies and
instrumentalities and repurchase assessments involving those same obligations. The City has all
its monies in interest bearing checking accounts, savings accounts, government investment pools,
and certificates of deposit. Earnings from these investments are added to each account monthly
or quarterly. Investments are carried at fair market value except for certificates of deposit which
are carried at amortized cost.
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CITY OF CASTROVILLE
NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)
SEPTEMBER 30, 2013

NOTE A -- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

6.

ACCOUNTS RECEIVABLE

Property taxes are levied based on taxable value at January 1 prior to September 30 and become
due October 1, 2012 and past due after January 31, 2013. Accordingly, receivables and revenues
for property taxes are reflected on the government-wide statement based on the full accrual
method of accounting.

Revenues for services performed are recorded as receivables and revenues when they are earned
in the government-wide statements. Included are billable services for certain contracts and
billable services for the City’s water utilities, sewer services, and solid waste management.
Revenues received in advance of the costs being incurred are recorded as deferred revenue in the
fund statements. Receivables are shown net of an allowance for uncollectible accounts. The
allowance for uncollectible property taxes and utility customer accounts as of
September 30, 2013 are $12,725 and $19,905, respectively.

SHORT-TERM INTERFUND RECEIVABLES/PAYABLES

During the course of operations, numerous transactions occur between individual funds for goods
provided or services rendered. These receivables and payables are classified as “due from other
funds” or “due to other funds” on the fund statements. Any residual balances outstanding
between the governmental activities and business-type activities are reported in the government-
wide financial statements as “internal balances.”

Advances between funds represented long term interfund receivables/payables that had an
agreement for the repayment of funds.

INVENTORY

Inventories are stated at cost, on the first-in, first-out basis. The costs of inventory items are
recorded as expenses in the proprietary fund types when used.

RESTRICTED ASSETS
Certain resources are set aside for customer meter deposits. Deposits are classified as restricted
assets on the balance sheet because they may be refunded at a point in time if the customer is in

good standing with the water/sewer department.

Part of the agreement for bond proceeds from the Texas Water Development Board required
reserve funds to be kept in a restricted bank account to serve as collateral.
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CITY OF CASTROVILLE
NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)
SEPTEMBER 30, 2013

NOTE A -- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

10.

11.

12.

CAPITAL ASSETS

Capital assets, which include land, buildings and improvements, equipment, and infrastructure
assets, are reported in the applicable governmental or business type activities column in the
government-wide financial statements. Capital assets such as equipment are defined as assets
with a cost of $5,000 or more. Infrastructure assets include City-owned streets, sewer, sidewalks,
curbs and bridges. Capital assets are recorded at historical costs if purchased or constructed.
Donated capital assets are recorded at estimated fair market value at the date of donation.

The Costs of normal maintenance and repairs that do not add to the value of the asset or
materially extend asset lives are not capitalized. Interest has not been capitalized during the
construction period on property plant and equipment.

Capital assets are depreciated using the straight-line method over the following estimated useful
lives:

Asset Estimated Life

Buildings and Improvements 7 to 50 years

Machinery and Equipment 5 to 35 years

Infrastructure 5 to 50 years
UNEARNED REVENUE

Property tax revenues are recognized when they become both measurable and available in the
fund statements. Available means when due, or past due, and receivable within the current
period or expected to be collected soon enough thereafter to be used to pay liabilities of the
current period. Property tax revenue and municipal court payments not expected to be available
for the current period are reflected as unearned revenue. Unearned revenues arise when assets
are recognized before revenue recognition criteria have been satisfied. Grant and reimbursement
revenues received in advance of expenses/expenditures are reflected as unearned revenue.

COMPENSATED ABSENCES

Employees earn vacation leave at varying rates depending on length of service: 10 days leave for
cach year from year 1 through 5 (not available for use until first six months of service is
completed), an additional 7 days for each year from year 6 through 9, and an additional 3 days
for each year from year 10 through 14, and an additional 5 days per year for each year of service
thereafter up to a maximum of 20 days per year. Annual leave exceeding 40 days will not be
carried over, except with City Administrator approval.

Employees earn sick leave at the rate of 3.69 hours per pay period starting ninety days after the
date of employment. No sick leave days are paid when an employee leaves city employment and
no liability is reported for unpaid sick leave. Liabilities for compensated absences are
recognized in the fund statements to the extent the liabilities have matured (i.e. are due for
payment). Compensated absences are accrued in the government-wide statements.

27



CITY OF CASTROVILLE
NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)
SEPTEMBER 30, 2013

NOTE A -- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

13.

14.

LONG-TERM OBLIGATIONS

In the government-wide financial statements, long-term debt and other long-term obligations are
reported as liabilities under governmental activities or proprietary fund type statement of net
position. On new bond issues, bond premiums and discounts are amortized over the life of the
bond.

In the fund financial statements, governmental fund types recognize bond premiums and
discounts, as well as bond issuance costs during the current period. The face amount of debt
issued is reported as other financing sources. Premiums received on debt issuances are reported
as other financing sources while discounts on debt issuances are reported as other financing uses.
Issuance costs, whether or not withheld from the actual debt proceeds received, are reported as
debt service expenditures.

FUND EQUITY
Fund balances in governmental funds are classified as follows:

Nonspendable — Represents amounts that cannot be spent because they are either not in
spendable form (such as inventory or prepaid items) or legally required to remain intact.

Restricted — Represents amounts that are constrained by external parties, constitutional
provisions or enabling legislation.

Committed — Represents amounts that can only be used for the specific purposes determined by a
formal action of the government’s highest level of decision making authority. The governing
council is the highest level of decision making authority for the government that can, by adoption
of an ordinance prior to the end of the fiscal year, commit fund balance. Once adopted, the
limitation imposed by the ordinance remains in place until a similar action is taken (the adoption
of another ordinance) to remove or revise the limitation.

Assigned — Represents amounts which the City intends to use for a specific purpose but do not
meet the criteria of restricted or committed. The City Council is the only entity that may make
assignments at this time as the Council has not designated any other individuals with the
authority to make assignments.

Unassigned — Represents the residual balance that may be spent on any other purpose of the City.

When an expenditure is incurred for a purpose in which multiple classifications are available, the
City considers restricted balances spent first, committed second, and assigned third.

As of September 30, 2013, the BTOP Library Grant fund had a deficit restricted fund balance

which reduced the amount of funds available in the Unassigned Fund balance by $1,346 for the
total governmental funds.
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NOTE A -- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

15.

16.

17.

18.

19.

NET POSITION

Net position represent the difference between assets and liabilities. Net investment in capital
assets consists of capital assets, net of accumulated depreciation, reduced by the outstanding
balances of any borrowing used for the acquisition, construction or improvements of those assets,
and adding back unspent proceeds. Net position is reported as restricted when there are
limitations imposed on their use either through the enabling legislation adopted by the City or
through external restrictions imposed by creditors, grantors, or laws or regulations of other
governments.

INTERFUND TRANSACTIONS

Legally authorized transfers are treated as interfund transfers and are included in the results of
operations of both Governmental and Proprietary Funds.

OPERATING REVENUES AND EXPENSES

Operating revenues are those revenues that are generated directly from the primary activity of the
enterprise. For the City, those revenues are charges for water and sewer services. Operating
expenses are the necessary costs incurred to provide the service that is the primary activity.
Revenues and expenses not meeting these definitions are reported as nonoperating.

USE OF ESTIMATES

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates.

IMPLEMENTATION OF NEW ACCOUNTING PRINCIPLES

For the year ended September 30, 2013, the City implemented the following statements of
financial accounting standards issued by the Governmental Accounting Standards Board:

GASB Statement No. 63, Financial Reporting of Deferred Outflows of Resources, Deferred
Inflows of Resources, and Net Position

GASB Statement No. 65, Items Previously Reported as Assets and Liabilities

GASB Statements No. 63 and 65 established standards for reporting deferred outflows of
resources, deferred inflows of resources, and net position in a financial statement position and
related disclosures as well as reclassify certain items that were previously reported as assets and
liabilities to deferred outflows of resources or deferred inflows of resources or recognize certain
items that were previously reported as assets and liabilities as outflows or inflows of resources.
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NOTE A -- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

As a result of recognizing certain items as outflows of resources or inflows of resources that were
previously recognized as assets and liabilities, the City has recognized all remaining unamortized bond
issue costs in the current year. As this did not materially misstate the financial statements, there has not
been any restatement of previously reported amounts. Deferred charges on refunding are now shown
separate from liabilities as a deferred outflow of resources.

NOTE B -- DEPOSITS AND INVESTMENTS

The City’s funds are required to be deposited and invested under the terms of a depository contract. The
depository bank deposits for safekeeping and trust with the City’s agent bank approved pledge securities
in an amount sufficient to protect City funds on a day-to-day basis during the period of the contract. The
pledge of approved securities is waived only to the extent of the depository bank’s dollar amount of
Federal Deposit Insurance Corporation (“FDIC”) insurance.

1. Deposits

At September 30, 2013, the carrying amount of the City’s cash on hand was $1,120 and the
carrying amount of deposits in bank was $4,356,500 and the bank balance was $4,518,578. Of
the bank balance, $250,000 was covered by federal deposit insurance at Castroville State Bank
and the City’s depository had pledged securities having a face value of $4,925,000 and market
value of $5,094,424 as collateral for the City’s deposits. All of the City’s cash was fully
collateralized.

2. Investments

The City is required by Government Code Chapter 2256, The Public Funds Investment Act, to
adopt, implement, and publicize an investment policy. That policy must address the following
areas: (1) safety of principal and liquidity, (2) portfolio diversification, (3) allowable
investments, (4) acceptable risk levels, (5) expected rates of return, (6) maximum allowable
stated maturity of portfolio investments, (7) maximum average dollar-weighted maturity allowed
based on the stated maturity date for the portfolio, (8) investment staff quality and capabilities,
and (9) bid solicitation preferences for certificates of deposit.

The Public Funds Investment Act (“Act”) requires an annual audit of investment practices. The
Act requires that the Council review the investment policy at least annually, investment officers
obtain minimum investment training, and investment officers sign quarterly investment reports
submitted to Council. Audit procedures in this area, conducted as part of the basic financial
statements, disclosed that in the areas of investment practices, management reports and
establishment of appropriate policies, the City adhered to the requirements of the Act in all
material respects. Additionally, investment practices of the City were in accordance with local
policies.
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NOTE B -- DEPOSITS AND INVESTMENTS (Continued)

2.

Investments (Continued)

The Act determines the types of investments which are allowable for the City. These include,
with certain restrictions, 1) obligations of the U.S. Treasury, U.S. agencies, and the State of
Texas, 2) certificates of deposit, 3) certain municipal securities, 4) securities lending program,
5) repurchase agreements, 6) bankers acceptances, 7) mutual funds, 8) investment pools,
9) guaranteed investment contracts, and 10) commercial paper.

The City’s investment policy further prioritizes investments as: (1) safety, (2) liquidity, (3)
public trust, and (4) yield. The City’s investments at September 30, 2013 were $646,825

invested in certificates of deposit.

Analysis of Specific Deposit and Investment Risks

GASB Statement No. 40 requires a determination as to whether the City was exposed to the
following specific investment risks at year end and if so, the reporting of certain related
disclosures:

a. Credit Risk

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill
its obligations. The ratings of securities by nationally recognized rating agencies are
designed to give an indication of credit risk. At year end, the City was not significantly
exposed to credit risk.

b. Custodial Credit Risk

Deposits are exposed to custodial credit risk if they are not covered by depository
insurance and the deposits are uncollateralized, collateralized with securities held by the
pledging financial institution, or collateralized with securities held by the pledging
financial institution’s trust department or agent but not in the City’s name.

Investment securities are exposed to custodial credit risk if the securities are uninsured,
are not registered in the name of the government, and are held by either the counterparty
or the counterparty’s trust department or agent but not in the City’s name. As of
September 30, 2013, the City was not exposed to custodial credit risk.

c. Concentration of Credit Risk

The risk is the risk of loss attributed to the magnitude of a government’s investment in a
single issuer. At year end, the City had no exposure to concentration of credit risk.

d. Interest Rate Risk

This is the risk that changes in interest rates will adversely affect the fair value of an
investment. At year-end, the City was not exposed to interest rate risk.
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NOTE B -- DEPOSITS AND INVESTMENTS (Continued)

3. Analysis of Specific Deposit and Investment Risks (Continued)

e. Foreign Currency Risk

This is the risk that exchange rates will adversely affect the fair value of an investment.
At year end, the City was not exposed to foreign currency risk.

4. Investment Accounting Policy

The City’s general policy is to report money market investments and short-term participating
interest-earning investment contracts at amortized cost and to report nonparticipating interest-
earning investment contracts using a cost-based measure. However, if the fair value of an
investment is significantly affected by the impairment of the credit standing of the issuer or by
other factors, it is reported at fair value. All other investments are reported at fair value unless a
legal contract exists which guarantees a higher value. The term “short-term” refers to
investments which have a remaining term of one year or less at time of purchase. The term
“nonparticipating” means that the investment’s value does not vary with market interest rate
changes. Nonnegotiable certificates of deposit are examples of nonparticipating interest-ecarning
investment contracts.

NOTE C -- PROPERTY TAX CALENDAR

The City’s property tax is levied and becomes collectible each October 1 based on the assessed values
listed as of the prior January 1, which is the date a lien attaches to all t